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each government securities failed-to-
deliver contract which is outstanding 5
business days or longer. Such deduc-
tion shall be increased by any excess of
the contract price of the failed-to-de-
liver contract over the market value of
the underlying security.

(7) For purposes of this paragraph (e),
a government securities interdealer
broker may exclude from its aggregate
indebtedness computation indebtedness
adequately collateralized by govern-
ment securities outstanding for not
more than one business day and offset
by government securities failed to de-
liver of the same issue and quantity. In
no event may a government securities
interdealer broker exclude any over-
night bank loan attributable to the
same government securities failed-to-
deliver contract for more than one
business day. A government securities
interdealer broker need not deduct
from net worth the amount by which
the market value of securities failed to
receive outstanding longer than thirty
(30) calendar days exceeds the contract
value of those failed to receive as re-
quired by §240.15¢3-1(c)(2)(iv)(E) of this
title.

(8)(i) For purposes of this paragraph
(e), a government securities interdealer
broker shall deduct from net worth 5
percent of its net exposure to each
counterparty.

(ii) Net exposure. For purposes of this
paragraph (e), net exposure shall equal:

(A) The sum of the dollar amount of
funds, debt instruments, other securi-
ties, and other inventory at risk, in the
first instance, to the government secu-
rities interdealer broker in the event of
the counterparty’s default,

(B) Reduced, but not to less than
zero, by the sum of:

(I) The dollar amount of funds, debt
instruments, other securities, and
other inventory at risk, in the first in-
stance, to the counterparty in the
event of the government securities
interdealer broker’s default;

(2) The deductions taken from net
worth for unsecured receivables, repur-
chase and reverse repurchase deficits,
aged fails to deliver, and aged fails to
receive arising from transactions with
the counterparty;

17 CFR Ch. IV (4-1-12 Edition)

(3) Demand deposits in the case
where the counterparty is a commer-
cial bank;

(4) Loans for one business day of im-
mediately available funds (commonly
referred to as ‘‘sales of federal funds’’)
held by the government securities
interdealer broker in connection with
the clearance of securities on the day
the loan is made in the case where the
counterparty is a commercial bank;

(5) Custodial holdings of securities in
the case where the counterparty is a
clearing bank or clearing broker of the
government securities interdealer
broker; and

(6) Exposure to a counterparty due to
holding marketable instruments sub-
ject to market risk haircuts under ap-
pendix A to this section (§402.2a) for
which the counterparty is the obligor.

(9) On the application of the govern-
ment securities interdealer broker, the
designated examining authority may
extend the periods of time in this para-
graph (e) if it determines that the ex-
tension is warranted because of excep-
tional circumstances and that the gov-
ernment securities interdealer broker
is acting in good faith.

(f) Effective date. This part shall be ef-
fective July 25, 1987, provided however,
that until the last business day in Oc-
tober 1987, registered government secu-
rities brokers and dealers need not
comply with §402.2 (a), (b), and (c) as
long as:

(1) A registered government securi-
ties broker or dealer that acts solely as
an introducing broker within the
meaning of §240.15c3-1(a)(2) of this title
has and maintains liquid capital, as de-
fined in §402.2(d), in an amount of not
less than $5,000; and

(2) Any other registered government
securities broker or dealer has and
maintains liquid capital, as defined in
§402.2(d), in an amount of not less than
$50,000.

[62 FR 27931, July 24, 1987, as amended at 60
FR 11024, Mar. 1, 1995; 71 FR 54411, Sept. 15,
2006]

§402.2 Capital requirements for reg-
istered government securities bro-
kers and dealers.

(a) General rule. No government secu-
rities broker or dealer shall permit its
liquid capital to be below an amount

1020



Department of the Treasury

equal to 120 percent of total haircuts as
defined in paragraph (g) of this section.

(b)) Minimum liquid capital for bro-
kers or dealers that carry customer ac-
counts. Notwithstanding the provisions
of paragraph (a) of this section, a gov-
ernment securities broker or dealer
that carries customer or broker or
dealer accounts and receives or holds
funds or securities for those persons
within the meaning of §240.15¢c3-
1(a)(2)(i) of this title, shall have and
maintain liquid capital in an amount
not less than $250,000 (see paragraph (a)
of appendix E to this section, §402.2e,
for temporary minimum require-
ments), after deducting total haircuts
as defined in paragraph (g) of this sec-
tion.

(2) Minimum liquid capital for brokers
or dealers that carry customer accounts,
but do not generally hold customer funds
or securities. Notwithstanding the pro-
visions of paragraphs (a) and (b)(1) of
this section, a government securities
broker or dealer that carries customer
or broker or dealer accounts and is ex-
empt from the provisions of §240.15¢3-3
of this title, as made applicable to gov-
ernment securities brokers and dealers
by §403.4 of this chapter, pursuant to
paragraph (k)(2)(i) thereof (17 CFR
240.15¢3-3(k)(2)(i)), shall have and main-
tain liquid capital in an amount not
less than $100,000 (see paragraph (b) of
appendix E to this section, §402.2(e), for
temporary minimum requirements),
after deducting total haircuts as de-
fined in paragraph (g) of this section.

(¢)(1) Minimum liquid capital for intro-
ducing brokers that receive securities.
Notwithstanding the provisions of
paragraphs (a) and (b) of this section, a
government securities broker or dealer
that introduces on a fully disclosed
basis transactions and accounts of cus-
tomers to another registered or noticed
government securities broker or dealer
but does not receive, directly or indi-
rectly, funds from or for, or owe funds
to, customers, and does not carry the
accounts of, or for, customers shall
have and maintain liquid capital in an
amount not less than $50,000 (see para-
graph (c) of appendix E to this section,
§402.2(e), for temporary minimum re-
quirements), after deducting total hair-
cuts as defined in paragraph (g) of this
section. A government securities

§402.2

broker or dealer operating pursuant to
this paragraph (c)(1) may receive, but
shall not hold customer or other
broker or dealer securities.

(2) Minimum liquid capital for intro-
ducing brokers that do not receive or han-
dle customer funds or securities. Notwith-
standing the provisions of paragraphs
(a), (b) and (c)(1) of this section, a gov-
ernment securities broker or dealer
that does not receive, directly or indi-
rectly, or hold funds or securities for,
or owe funds or securities to, cus-
tomers, and does not carry accounts of,
or for, customers and that effects ten
or fewer transactions in securities in
any one calendar year for its own in-
vestment account shall have and main-
tain liquid capital in an amount not
less than $25,000 (see paragraph (d) of
appendix E to this section, §402.2(e), for
temporary minimum requirements),
after deducting total haircuts as de-
fined in paragraph (g) of this section.

(d) Ligquid capital. ‘‘Liquid capital”
means net capital as defined in
§240.15c3-1(c)(2) of this title with the
following modifications:

(1) The percentages used to calculate
the deductions for failed to deliver con-
tracts required by §240.15¢3-1(c)(2)(ix)
of this title when the underlying in-
strument is a Treasury market risk in-
strument as defined in paragraph (e) of
this section are the appropriate net po-
sition haircut factors specified in para-
graph (f)(2) of this section;

(2) The percentages used to calculate
deductions required by §240.15¢c3-
1(c)(2)(iv)(B) of this title for securities
that are Treasury market risk instru-
ments are the appropriate net position
haircut factors specified in paragraph
(£)(2) of this section;

(3) The deduction required by
§240.15¢c3-1(c)(2)(Av)(F)(3)(i) of this title
relating to repurchase agreement defi-
cits shall be determined without ref-
erence to §240.15¢3-1(¢)(2)(iv)(F)(3)(i)(B)
or §240.15¢3-1(c)(2)AV)(F)() (@) (C);

(4) The deductions from net worth re-
quired by §§240.15c3-1 (c)(2)(vi) and
(c)(2)(viii) of this title and the adjust-
ments to net worth set forth in
§240.15c3-1a and §240.15¢c3-1b of this
title (Appendices A and B to SEC Rule
15¢3-1) are omitted;

(6) Net pair-off receivables and
money differences need not be deducted
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as otherwise would be required under
§240.15¢3-1(c)(2)(iv)(B) of this title until
the close of business of the third busi-
ness day following the day the funds
are due;

(6) Give-up receivables outstanding
no more than 30 days from the billing
date, which shall be no later than the
last day of the month in which they
arise, need not be deducted as other-
wise would be required under §240.15¢c3—
1(c)(2)(iv)(B) of this title;

(7) Loans to commercial banks for
one business day of immediately avail-
able funds (commonly referred to as
‘“‘sales of federal funds’) held by the
government securities broker or dealer
in connection with the clearance of se-
curities on the day the loan is made
need not be deducted; and

(8) In determining net worth, all long
and short positions in unlisted options
that are Treasury market risk instru-
ments shall be evaluated in the manner
set forth in §240.15¢3-1(c)(2)(A)(B)(1) and
not in the manner set forth in
§240.15c3-1(c)(2)(1)(B)(2) of this title.

(e) Treasury market risk instruments.
(1) For purposes of this part, the term
“Treasury market risk instrument”
means the following dollar-denomi-
nated securities, debt instruments, and
derivative instruments:

(1) Government securities, except eq-
uity securities and those mortgage-
backed securities described in para-
graph (e)(2) of this section;

(ii) Zero-coupon receipts or certifi-
cates based on marketable Treasury
notes or bonds;

(iii) Marketable certificates of de-
posit of no more than one year to ma-
turity;

(iv) Bankers acceptances;

17 CFR Ch. IV (4-1-12 Edition)

(v) Commercial paper of no more
than one year to maturity rated in one
of the three highest categories by at
least two nationally recognized statis-
tical rating organizations;

(vi) Securities, other than equity se-
curities, issued by international orga-
nizations that have a statutory exemp-
tion from the registration require-
ments of the Securities Act of 1933 and
the Securities Exchange Act of 1934
provided their changes in yield are
closely correlated to the changes in
yield of similar Treasury securities, in-
cluding STRIPS;

(vii) Futures, forwards, and listed op-
tions on Treasury market risk instru-
ments described in paragraphs (e)(1)(i)-
(vi) of this section or on time deposits
whose changes in yield are closely cor-
related with the Treasury market risk
instruments described in paragraph
(e)(1)(iii) of this section, settled on a
cash or delivery basis;

(viii) Options on those futures con-
tracts described in paragraph (e)(1)(vii)
of this section, settled on a cash or de-
livery basis; and

(ix) Unlisted options on marketable
Treasury bills, notes or bonds.

(2) “Treasury market risk instru-
ment” does not include mortgage-
backed securities that do not pass
through to each security holder on a
pro rata basis a distribution based on
the monthly payments and prepay-
ments of principal and interest on the
underlying pool of mortgage collateral
less fees and expenses.

()(1) Haircut categories. For purposes
of this part, the applicable categories
within which non-zero-coupon and
zero-coupon Treasury market risk in-
struments are classified are:

Category

Term or type for non-zero-coupon instruments

Term for zero-coupon instruments

Less than 45 days

Less than 45 days.

.... | At least 45 days but less than 1'35 days
. | At least 135 days but less than 9 months .

. | At least 9 months but less than 1 year, 6 months .....
At least 1 year, 6 months but less than 3 years, 6

. | At least 45 days but less than 135 days.

At least 135 days but less than 9 months.

At least 9 months but less than 1 year, 6 months.
At least 1 year, 6 months but less than 3 years.

At least 3 years but less than 5 years, 6 months.

At least 5 years, 6 months but less than 9 years.
At least 9 years but less than 12 years.

At least 12 years but less than 21 years

21 years and over.

months.

Fos At least 3 years, 6 months but less than 7 years, 6
months.

[C TSRO At least 7 years, 6 months but less than 15 years ....

H. 15 years and over

| | e

o | e

MB ..o All fixed rate mortgage-backed securities that are
Treasury market risk instruments..

AR All adjustable rate mortgage-backed securities that

are Treasury market risk instruments.

1022



Department of the Treasury

(2) Haircut factors. For purposes of
this part, the applicable net position
and offset haircut factors to be used in
the calculation of the Treasury market
risk haircut are as follows:

Haircut factors
Net posi-
Category tion %air- Offsets
cuts (per- (percent)
cent)
None None
0.12 0.02
0.20 0.03
0.45 0.07
1.10 0.22
2.20 0.44
3.30 0.50
4.50 0.90
7.75 1.55
11.25 3.38
3.30 0.66
1.10 0.22

(8) Category pair hedging disallowance
haircut factors. For purposes of this
part, the applicable category pair hedg-
ing disallowance haircut factors to be
used in the calculation of the Treasury
market risk haircut are as follows:

Percent disallowed

Category
C|D|E|F|G|H|I|J]|MB
40
20 | 30
... | 20| 30| 40
...| 20| 30| 40
...| 2030|400 ...| 30
...| 20| 30 30

20| 40| 40
| 40

(g) Total haircuts. ‘“Total haircuts”
equals the sum of the credit risk hair-
cut and the market risk haircut.

(1) Credit risk haircut. The ‘‘credit
risk haircut” equals the sum of the
total counterparty exposure haircut,
the total concentration of credit hair-
cut and the credit volatility haircut.

(i) Net credit exposure. For purposes of
this part, net credit exposure shall
equal:

(A) The sum of the dollar amount of
funds, debt instruments, other securi-
ties, and other inventory at risk to the
government securities broker or dealer
in the event of the counterparty’s de-
fault and the market value of pur-
chased unlisted options written by the
counterparty that are Treasury market
risk instruments,

(B) Reduced, but not to less than
zero, by the sum of:

§402.2

(I) The dollar amount of funds, debt
instruments, other securities, and
other inventory at risk to the
counterparty in the event of the gov-
ernment securities broker’s or dealer’s
default and the market value of un-
listed options written by the govern-
ment securities broker or dealer and
held by the counterparty that are
Treasury market risk instruments;

(2) The deductions taken from net
worth for unsecured receivables, repur-
chase and reverse repurchase agree-
ment deficits, aged fails to deliver, and
aged fails to receive arising from trans-
actions with the counterparty;

(3) Demand deposits in the case
where the counterparty is a commer-
cial bank;

(4) Loans for one business day of im-
mediately available funds (commonly
referred to as ‘‘sales of federal funds’’)
held by the government securities
broker or dealer in connection with the
clearance of securities on the day the
loan is made in the case where the
counterparty is a commercial bank;

(5) Custodial holdings of securities in
the case where the counterparty is a
clearing bank or clearing broker of the
government securities broker or deal-
er; and

(6) Exposure to a counterparty due to
holding marketable instruments sub-
ject to market risk haircuts under ap-
pendix A to this section (§402.2a) for
which the counterparty is the obligor.

(i1) Total counterparty exposure hair-
cut. The ‘‘total counterparty exposure
haircut” equals the sum of the
counterparty exposure haircuts taken
for all counterparties except a Federal
Reserve Bank, of the government secu-
rities broker or dealer. The
‘“‘counterparty exposure haircut”
equals the product of a counterparty
exposure haircut factor of 5 percent
and the net credit exposure to a single
counterparty not in excess of 15 per-
cent of the government securities bro-
ker’s or dealer’s liquid capital.

(iii) Total concentration of credit hair-
cut. The ‘‘total concentration of credit
haircut” equals the sum of the con-
centration of credit haircuts taken for
all counterparties of the government
securities broker or dealer. The ‘‘con-
centration of credit haircut’” equals
the product of a concentration of credit
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haircut factor of 25 percent and the
amount by which the net credit expo-
sure to a single counterparty is in ex-
cess of 15 percent of the government se-
curities broker’s or dealer’s liquid cap-
ital.

(iv) Credit wvolatility haircut. The
“credit volatility haircut’” equals the
product of a credit volatility haircut
factor of 0.15 percent and the dollar
amount of the larger of the gross long
position or gross short position in
those Treasury market risk instru-
ments described in paragraphs
(e)(1)(iii), (iv) and (v) of this section
that have a term to maturity greater
than 44 days, including futures and for-
wards thereon, settled on a cash or de-
livery basis, and futures and forwards
on time deposits described in para-
graph (e)(1)(vii) of this section, that
have a term to maturity greater than
44 days, settled on a cash or delivery
basis.

(2) Market risk haircut. The ‘“‘market
risk haircut” equals the sum of the
Treasury market risk haircut and the
other securities haircut, calculated in
accordance with the provisions of ap-
pendix A of this section, §402.2a.

(h) Debt-equity requirements. No gov-
ernment securities broker or dealer
shall permit the total of outstanding
principal amounts of its satisfactory
subordination agreements as defined in
§240.15¢c3-1d of this title (appendix D to
SEC Rule 15¢3-1) modified as provided
in appendix D to this section, §402.2d,
to exceed the allowable levels set forth
in §240.15¢3-1(d) of this title.

(i) Provisions relating to the withdrawal
of equity capital—(1) Notice provisions.
No equity capital of the government
securities broker or dealer or a sub-
sidiary or affiliate consolidated pursu-
ant to appendix C to this section,
§402.2c, may be withdrawn by action of
a stockholder or partner, or by redemp-
tion or repurchase of shares of stock by
any of the consolidated entities or
through the payment of dividends or
any similar distribution, nor may any
unsecured advance or loan be made to
a stockholder, partner, sole proprietor,
employee or affiliate without providing
written notice, given in accordance
with paragraph (i)(1)(iv) of this section,
when specified in paragraphs (i)(1) (i)
and (ii) of this section:

17 CFR Ch. IV (4-1-12 Edition)

(i) Two business days prior to any
withdrawals, advances or loans if those
withdrawals, advances or loans on a
net basis exceed in the aggregate in
any 30 calendar day period, 30 percent
of the government securities broker’s
or dealer’s excess liquid capital. A gov-
ernment securities broker or dealer, in
an emergency situation, may make
withdrawals, advances or loans that on
a net basis exceed 30 percent of the
government securities broker’s or deal-
er’s excess liquid capital in any 30 cal-
endar day period without giving the ad-
vance notice required by this para-
graph, with the prior approval of its
designated examining authority. When
a government securities broker or deal-
er makes a withdrawal with the con-
sent of its designated examining au-
thority, it shall in any event comply
with paragraph (i)(1)(ii) of this section;
and

(ii) Two business days after any with-
drawals, advances or loans if those
withdrawals, advances or loans on a
net basis exceed in the aggregate in
any 30 calendar day period, 20 percent
of the government securities broker’s
or dealer’s excess liquid capital.

(iii) This paragraph (i)(1) of this sec-
tion does not apply to:

(A) Securities or commodities trans-
actions in the ordinary course of busi-
ness between a government securities
broker or dealer and an affiliate where
the government securities broker or
dealer makes payment to or on behalf
of such affiliate for such transaction
and then receives payment from such
affiliate for the securities or commod-
ities transaction within two business
days from the date of the transaction;
or

(B) Withdrawals, advances or loans
which in the aggregate in any such 30
calendar day period, on a net basis,
equal $500,000 or less.

(iv) Each required notice shall be ef-
fective when received by the Commis-
sion in Washington, DC, the regional or
district office of the Commission for
the area in which the government secu-
rities broker or dealer has its principal
place of business, and the government
securities broker’s or dealer’s des-
ignated examining authority.

(2) Withdrawal limitations. No equity
capital of the government securities
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broker or dealer or a subsidiary or af-
filiate consolidated pursuant to appen-
dix C to this section, §402.2c, may be
withdrawn by action of a stockholder
or a partner, or by redemption or re-
purchase of shares of stock by any of
the consolidated entities or through
the payment of dividends or any simi-
lar distribution, nor may any unse-
cured advance or loan be made to a
stockholder, partner, sole proprietor,
employee or affiliate if, after giving ef-
fect thereto and to any other such
withdrawals, advances or loans and any
Payments of Payment Obligations (as
defined in §240.15c3-1d of this title, ap-
pendix D to SEC Rule 15¢3-1, modified
as provided in appendix D to this sec-
tion, §402.2d) under satisfactory subor-
dination agreements which are sched-
uled to occur within 180 calendar days
following such withdrawal, advance or
loan, either:

(i) The ratio of liquid capital to total
haircuts, determined as provided in
§402.2, would be less than 150 percent;
or

(ii) Liquid capital minus total hair-
cuts would be less than 120 percent of
the minimum capital required by
§402.2(b) or §402.2(c) as applicable; or

(iii) In the case of any government
securities broker or dealer included in
such consolidation, the total out-
standing principal amounts of satisfac-
tory subordination agreements of the
government securities broker or dealer
(other than such agreements which
qualify as equity under §240.15¢3-1(d) of
this title) would exceed 70% of the
debt-equity total as defined in
§240.15¢c3-1(d).

(3) Miscellaneous provisions. (i) Excess
liquid capital is that amount in excess
of the amount required by the greater
of §402.2(a) or, §§402.2 (b) or (c), as ap-
plicable. For the purposes of para-
graphs (i)(1) and (i)(2) of this section, a
government securities broker or dealer
may use the amount of excess liquid
capital, liquid capital and total hair-
cuts reported in its most recently re-
quired filed Form G-405 for the pur-
poses of calculating the effect of a pro-
jected withdrawal, advance or loan rel-
ative to excess liquid capital or total
haircuts. The government securities
broker or dealer must assure itself that
the excess liquid capital, liquid capital

§402.2a

or the total haircuts reported on the
most recently required filed Form G-
405 have not materially changed since
the time such report was filed.

(ii) The term equity capital includes
capital contributions by partners, par
or stated value of capital stock, paid-in
capital in excess of par, retained earn-
ings or other capital accounts. The
term equity capital does not include
securities in the securities accounts of
partners and balances in limited part-
ners’ capital accounts in excess of their
stated capital contributions.

(iii) Paragraphs (i)(1) and (i)(2) of this
section shall not preclude a govern-
ment securities broker or dealer from
making required tax payments or pre-
clude the payment to partners of rea-
sonable compensation, and such pay-
ments shall not be included in the cal-
culation of withdrawals, advances or
loans for purposes of paragraphs (i)(1)
and (i)(2) of this section.

(iv) For the purposes of this sub-
section (i), any transaction between a
government securities broker or dealer
and a stockholder, partner, sole propri-
etor, employee or affiliate that results
in a diminution of the government se-
curities broker’s or dealer’s liquid cap-
ital shall be deemed to be an advance
or loan of liquid capital.

(j) Modification of appendices to
$240.15¢3-1 of this title. For purposes of
this section, appendix C to this section
(§402.2c) is substituted for appendix C
to Rule 15c¢3-1 (§240.15¢3-1¢c of this
title), and appendix D to Rule 15c3-1
(§240.15¢3-1d of this title), relating to
Satisfactory Subordination  Agree-
ments, is modified as provided in ap-
pendix D to this section (§402.2d).

(Approved by the Office of Management and
Budget under control number 1535-0089)

[62 FR 27931, July 24, 1987, as amended at 53
FR 28984, Aug. 1, 1988; 60 FR 11024, Mar. 1,
1995]

§402.2a Appendix A—Calculation of
market risk haircut for purposes of
§402.2(g)(2).

The market risk haircut is the sum
of the Treasury market risk haircut
and the other securities haircut, cal-
culated as follows.

(a) Treasury market risk haircut. The
“Treasury market risk haircut’ equals
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